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In this day and age of reengineering, lean inventories and global competition 
many firms are concentrating their efforts on core activities that are critical to 
survival. T his shift in business strategy is stimulating the demand for logistics 
management and operating services provided by third-party sources. While 
individual distribution functions such as transportation, warehousing, and 
freight bill payment have long been provided by outside suppliers, the 
procurement of “bundled” services, managed by external professionals, is 
somewhat new to the USA. Also, a growing number of firms are seeking to 
differentiate themselves from their competitors via the provision of superior 
logistical support services. T hese services are increasingly being provided and 
directed by external suppliers. Apart from a growing interest in integrated 
supply chain management, another topic of great interest to logistics today is 
the use of contract or third-party services. 


Background 
Current business trends indicate the market for third-party logistics is poised 
for substantial growth. According to several industry observers, the overall 
revenues for third-party logistics services are expected to expand from 
approximately $15 billion in 1994 to $50 billion annually by the year 2000[1,2]. 
New suppliers, many representing alliances between existing transportation, 
warehousing and information providers, are continually entering the market. 
A fair characterization of the market for third-party logistics services 
indicates that the industry is in the “introduction-growth” stage of the product 
life cycle. Moreover, with today’s purchasing emphasis on supplier reduction, 
the current market for third-party logistics services may expand into the 
emerging market for single-source supply systems. Succinctly stated, the 
adoption of third-party logistics does not appear to bea passing fad in theUSA. 
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Third-party logistics providers are said to be“... interested in investing in 
assets, dedicating capacity and personnel, customizing information systems 
and communications in order to improve the productivity and customer 
satisfaction of their manufacturing and distributing clients”[3]. T his level of 
commitment implies that service providers are seeking to enter long-term 
relationships for the benefit of themselves and their customers. A relevant 
question at this point is whether third-party providers are correct in their 
assumptions concerning buyer perceptions of their services and management 
capabilities. This paper presents the results of recent research involving 
experienced third-party logistics buyers on key issues relevant to the purchase 
and use of third party logistics services. It represents the first phase of a 
triangulated research design formulated to investigate buyer perceptions of 
third-party logistics services and providers in the USA. The second and third 
elements of the methodology, currently underway, consist of a series of in-depth 
case studies and a comprehensive mail survey. T hese phases were designed to 
empirically determine the benefits desired by industrial buyers and the 
segmentation potential of the US contract logistics market. 


Study methodology 

A full group interview, led by an experienced moderator and assisted by the 
research team, was recently conducted at a professional focus group facility in 
the Chicago, Illinois area. A homogeneous group of experienced third-party 
logistics buyers, unknown to each another, was recruited by staff members of 
the focus group firm. A telephone interview guide was used to pre-qualify each 
potential participant. Candidates selected as participants were senior 
managers personally involved in the evaluation and/or procurement of third- 
party logistics services for their firms. Representatives from logistics, finance, 
information systems, manufacturing and general administration were 
included. 

T he composition of the focus group reflected a cross-section of US industry. 
Representatives from automobile manufacturing, chemicals, pharmaceuticals, 
electronics, office products and metal fabrication were among those in 
attendance. The participants were employed by large, publicly held 
corporations as well as smaller, private organizations. Many of the 
representatives had international experience with contract logistics, as their 
firms either sourced or distributed products outside the USA. A variety of 
services was currently being outsourced, or considered for outsourcing, by the 
organizations represented in the study. Examples included order processing, 
inventory management, dedicated contract warehousing and transportation, 
freight bill auditing/payment, fleet management and reverse logistics for 
product returns. 

A topical interview guide was used by the moderator to introduce and probe 
issues of interest during the two-hour round-table discussion. T he research 
team assisted by clarifying subjects, encouraging discussion progress, and 
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analysing the resulting data. Participants were informed that the session was 
being audio and videotaped via unobtrusive microphones and a “one-way 
wall-window”. One member of the research team monitored the session 
unobserved by the attendees. 

T he objective of the focus group was to provide a forum to facilitate the 
generation of concepts related to logistics outsourcing. T his stage of the three- 
phase research design was conducted to obtain preliminary information. An 
ancillary purpose of the focus group was to provide guidance in case-study 
design and to assist in question-wording for the mail survey. A wide variety of 
issues was raised during the focus group discussions. T hese included 
definitions, the identification of provider types, important supplier attributes, 
the third-party logistics buying process and the future outlook for logistics 
outsourcing. Key questions of interest included: 


¢ What does the term “third-party logistics” mean to you? 

* How did you identify the need to use third-party suppliers? 
¢ What arethe pros and cons of using third-party firms? 

¢ What do you look for in a third-party provider? 

¢ What are the elements of the buying process? 


Attributes of contract logistics 
The following operational definition of third-party logistics was reached 
through a consensus of opinions offered by the participants: 

Third party logistics services are multiple distribution activities provided by an external 


party, assuming no ownership of inventory, to accomplish related functions that are not 
desired to be rendered and/or managed by the purchasing organization. 


The group elaborated on this definition by offering examples of functions 
typically associated with logistics outsourcing, e.g., transportation, 
warehousing, consolidation, etc. A diverse list of other activities was also 
mentioned including the management of household goods movement, the 
development of an ED! clearing-house, and the provision of temporary logistics 
management services. T he participants viewed these activities as possible 
candidates for outsourcing. Table! provides a complete list of the activities that 
the buyers associated with third-party logistics. 

T he next discussion topic dealt with the level of buyer awareness regarding 
third-party logistics providers. The group listed 25 different companies 
currently offering contract logistics services. The demographics of these 
providers ranged from firms with small to large revenues, local to international 
operations and minimal to vast experience. T he mention of most provider 
names brought nods of approval and familiarity from members of the focus 
group, though it was obvious that others were known only by the participant 
who raised the firm's name. 
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Logistics function Activities 
Transportation Shipping 
Forwarding 


Warehousing 


Inventory management 


Order processing 


Information systems 


Packaging 


(De)consolidation 

Contract delivery 

Freight bill payment/audit 
Household goods relocation 
Load tendering 

Brokering 


Storage 
Receiving 
Assembly 

Return goods 
Marking/labelling 
Kitting 


Forecasting 

Location analysis 
Network consulting 
Slotting/layout design 


Order entry/fulfilment 


EDI/VANS 
Routeing/scheduling 
Artificial intelligence 
Expert systems 


Design 
Recycling 
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Table I. 

Activities associated 
with contract logistics 
in theUSA 


A question regarding a possible taxonomy for provider firms generated a great 
deal of discussion and interest among the participants. A number of 
classification techniques was mentioned. One method recommended 
categorizing providers by their origin, i.e. transportation, warehousing, etc. 
Another participant proposed a system based on the type of specialized 
services offered. A third response indicated that the level of integration or 
breadth of services offered was a good means of differentiating providers. A 
fourth method of classification concerned the marketplace’s recognition of core 


competences. Other techniques included: 


* theownership of capital-assets versus non-asset based suppliers; 


* workforce demographics - union versus non-union; 
¢ the type of industries served; and 
* thescope of geographic operation. 
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A consensus of participants’ observations indicated the most important 
distinguishing characteristic among third-party providers concerned core 
competences. Firms with readily identifiable core strengths and operational 
expertise seemed to instil a level of comfort in the buyers that firms with 
undefined competences and peripheral experience could not provide. T hus, it 
appears that a third-party firm with experience, focus and expertise will be 
regarded as more competent than suppliers who profess to be “all things to any 
customer”. 

T he next topic posed to the group concerned the essential capabilities and/or 
characteristics required by industrial buyers in their acquisition of third-party 
logistics services. This subject elicited a wide variety of comments and 
suggestions. T he participants were in strong agreement that financial strength, 
compatibility of information systems, technical competence, price, credible 
client references and capacity were very influential provider-evaluation factors. 
T he group indicated these were prerequisites for third-party providers, i.e., if a 
potential supplier did not have them, it would not be considered by the focus 
group participants. Other important attributes were flexibility, responsiveness, 
direct or transferable expertise, a knowledgeable salesforce and experience 
within a particular industry. 

When the group was questioned about the most critical variable in the 
supplier evaluation process, responses revealed that this factor varies and is 
dependent on the client's need(s). However, most of the answers supported the 
importance of a provider’s core competences. Confidence and trust in a supplier 
are crucial in the purchase of third-party logistics services. Issues of expertise, 
reputation, experience and reliability were often mentioned by participants in 
relation to their emphases on supplier core competences. Most of the group 
indicated that price was used as a tie-breaker, or considered a secondary issue 
to service, in their evaluation of potential providers. 

The myriad responses regarding important provider-evaluation factors, 
differentiating characteristics and internal attributes revealed that providers 
should not attempt to develop and market a standard offering or “canned” 
solution for potential customers. Focus group participants reported that they 
view their logistical needs and problems as unique, requiring individual 
attention and custom solutions. Providers must attempt to diagnose and 
conceptualize the potential client’s needs, ask the proper questions and tailor 
their offerings to meet and exceed customer expectations. 

Table II outlines participants’ observations on the value of third-party 
logistics as measured by the perceived advantages and disadvantages of sub- 
contracting distribution activities and management. 

As indicated in Table ll, there was no consensus concerning the benefits or 
drawbacks from outsourcing logistics. In fact, for every advantage offered, 
except capital conservation, there was at least one reference regarding a 
reciprocal disadvantage. T he responses reflect the personal experiences and 
beliefs of the senior managers concerning the viability and applicability of 
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third party logistics services. T hese comments also tend to reinforce the 
concept of unique customer needs requiring tailored solutions from potential 
suppliers. 


Advantages Disadvantages 

Enhanced control over activities Reduced control over activities 
Cost reduction Cost increase 

Improved customer service Customer non-acceptance 

Focus on core activities Loss of in-house logistics expertise 
Quick entry/exit markets or channels Increased supplier dependence 
Capital conservation Impaired credibility with customers 
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Table Il 

US buyers’ perceptions 
of contract logistics 
value 


Previous research has reported a number of reasons for the ever-increasing 
interest in logistics outsourcing. Factors such as globalization and 
deregulation[4], the trade-off between asset specificity and performance 
measurement[5], corporate restructuring[6], the need for additional space, 
changes in logistics management and labour issues[7] have been mentioned. 
Research participants validated these “drivers” or “trigger” events by 
indicating their decisions to outsource were motivated by: 


* corporate cost/headcount reduction programmes; 

* market/product line expansions, especially international requirements; 
* increasing customer demands; 

¢ CEO directives to investigate the feasibility of outsourcing. 


T he discussion regarding these issues generally focused on the need to preserve 
capital and/or reduce organizational risk. 

T he final research topic concerned the method used to evaluate and select a 
third-party supplier. A group consensus revealed that a team approach was 
usually employed within a multiplestage buying process. The buying teams 
were reported to be multi-disciplinary in composition and routinely included 
decision makers from several managerial levels. 

Group comments revealed that the amount of time involved in any one 
buying stage and the total duration of the selection process depends on the 
strategic implications of the outsourcing decision. However, analysis, 
judgement and/or bargaining were reportedly used to evaluate potential 
providers’ core competences, reputation and integrity. The most common 
screening methods employed were client reference checks, advice from 
professional colleagues, and site visits to current customers and the third-party 
provider’s corporate location. The focus group participants agreed that a 
potential supplier must demonstrate an ability to match its expertise with a 
customer’s needs during the selection phase of the buying process. If suppliers 
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fail to convince potential purchasers of this ability, they will probably be 
eliminated as viable candidates. 


Study findings 

The research method provided a productive means of gathering preliminary 
information on a wide variety of third-party logistics issues in the USA, 
including simple definitions of concepts and detailed process descriptions. 
Participants’ responses to the primary investigative issues and findings from 
this phase of the research are presented in the following five propositions. 


Proposition 1. T hird-party markets in the USA are growing and expanding 
rapidly 

The diverse list of activities included as third-party logistics services supports 
an observation that there are few boundaries to the opportunities that exist for 
third-party providers. W hile most of the current activity is related to functional 
tasks such as transportation and warehousing, the majority of participants 
reported that diverse activities such as consulting, forecasting and temporary 
management services would be valuable to their firms in the future. 


Proposition 2. M ultiple reasons explain US buyers’ interest in contract 

logistics 

The participants readily acknowledged that their interest in logistics 
outsourcing is often tied to a “trigger” event outside their control. Factors such 
as market expansions, global sourcing and distribution, corporate-mandated 
cost-reduction programmes, employee reductions-in-force, and a change in 
management were often mentioned as the impetus for evaluating third-party 
logistics. Outsourcing can allow management to enhance its flexibility without 
additional capital expense and may sometimes result in a reduction of overall 
logistics cost. A very important external issue, increasing customer 
expectations, was also reported to be “driving” the interest in contract logistics. 
Third parties can be of much service in these situations, as customer 
requirements may exceed the capacity and capabilities of an in-house 
logistics organization or its ability to provide required services in a cost- 
effective manner. 


Proposition 3. T hird-party solutions must be tailored to a customer’s specific 
needs 

Focus group responses revealed that industrial buyers perceive their logistical 
outsourcing needs to be unique. Therefore, suppliers must tailor their offerings 
to each potential client. In the eyes of the participants, it is more important for 
providers to develop long-term, mutually beneficial solutions than to provide 
quick fixes that do not address real needs or generate reasonable returns. 
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Proposition 4. Core competences and focused capabilities eclipse the “one-stop 
shopping” concept when selecting a third-party logistics provider 

T he consensus of the group was that too many third-party suppliers purport to 
be experts in all areas of logistics, though few, if any, can actually provide truly 
integrated services effectively. T he participants also indicated that the concept 
of “one-stop shopping” often created a level of uncertainty and suspicion. 
Providers were advised to concentrate on their core competences and not try to 
be “all things to all people”. Credibility and trust were noted to be imperatives 
in the selection of third-party providers. A ccording to those purchasing the 
services, these attributes come from experience, operational capabilities and an 
understanding of logistics costs. 


Proposition 5. Suppliers must understand the third-party logistics buying 
process to develop and implement an efficient and effective marketing strategy 
While the basic third-party logistics buying framework is straightforward - 
conceptualize the need, identify solution alternatives, select supplier, implement 
service and monitor/improve performance - providers must understand what 
buyers are seeking to accomplish by outsourcing logistics. By understanding 
the acquisition process, providers can gain insight into the benefits sought in 
the purchase of contract logistics. A thorough knowledge of desired benefits 
will enable providers to better target potential customers and productively 
allocate marketing resources. 


Conclusions 

The propositions derived from represent an ongoing effort to identify and 
measure buyers’ perceptions of the third-party logistics this research market 
in the USA. It is apparent from participants’ responses that the concept of 
logistics outsourcing is receiving a great deal of attention and scrutiny. The 
market is growing rapidly as more firms adopt contract logistics to reduce 
cost, enhance flexibility and improve customer service. W hile the research 
method chosen for this study does not allow generalization to a larger 
population, the results provide a characterization of US buyers’ views and 
expectations. 

Acquisition strategy revealed that the motivation for outsourcing logistics is 
routinely related to solving a problem rather than enhancing an opportunity. 
However, purchasers do not appear to be searching for a “quick fix”. Suppliers 
must be willing to help diagnose customers’ needs and conceptualize solutions 
that will improve business processes and prove beneficial to both parties. T his 
usually requires a tailored or custom-made service offering. 

One of the most revealing findings of the research was the lack of 
importance participants placed on the need for integrated logistics services 
supplied by a single provider. Judging from many present-day supplier 
advertisements, one would think that “one-stop shopping” was mandated by 


US third-party 
logistics market 


45 


Downloaded by Duquesne University At 23:30 31 January 2016 (PT) 


JPDLM 
26,3 


46 


the majority of third-party logistics buyers. However, data from this research 
revealed that buyers are more likely to be seeking the solution for a singular 
need, or the fulfilment of a specific task, when they initially consider third- 
party logistics. 

Core competences, reputation and trust are critical in the selection of a third 
party logistics provider. Buying teams require that provider credibility be 
validated through external sources such as client references and trusted 
business colleagues. 

K nowledge of the buying process is imperative in understanding why 
organizations purchase third-party logistics services. This study provides a 
depiction of the third-party logistics market in the USA. Further research is 
required to assist buyers in the procurement and sellers in the marketing of 
these strategic services. 
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